129-5-118b. Cost reinbursenent principles for federally
qualified health center services and ot her anbul atory services. The
medi care cost rei nbursenent principles contained in 42 CF. R part
413, as revised on Cctober 1, 2005 and hereby adopted by reference,
and the cost principles, standards, and limts discussed in this
regulation and in K AR 30-5-118a shall be applicable to the
financial and statistical data reported by the federally qualified
health center for the determ nation of reasonable cost of providing
covered services. (a) Nonrei nbursabl e costs. Each cost that is
not related to patient care and is not necessary for the efficient
delivery of covered federally qualified health center services and
ot her ambul atory services shall be excluded fromthe nedicaid rate
determnation. In addition, the following expenses shall be
consi dered nonr ei mbur sabl e:

(1) Salaries and fees paid to nonworking directors and
of ficers;

(2) uncol | ecti bl e debts;

(3) donations and contri buti ons;

(4) fund-rai si ng expenses;

(5) taxes including the follow ng:

(A Those from which the provider is entitled to obtain
exenpti on;

(B) t hose on property not used in providing covered services;
and

(O those |l evied against a patient and remtted by the
provi der;

(6) life insurance premuns for directors, officers, and
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owners;

(7) the inputed val ue of in-kind services rendered by nonpaid
wor kers and vol unt eers;

(8) the cost of social, fraternal, civic, and other
organi zations associated with activities unrelated to patient care;

(9) all expenses related to vendi ng machi nes;

(10) board of director costs;

(11) the cost of advertising for pronoting the services offered
by the facility to attract nore patients;

(12) public relations and public information expenses;

(13) penalties, fines, and |ate charges, including interest
paid on state and federal payroll taxes;

(14) the cost of itens or services provided only to non-Kansas
medi cal assistance program patients and reinbursed by third party
payers;

(15) all expenses associated with the ownership, |ease, or
charter of airplanes;

(16) bank overdraft charges and other penalties;

(17) the cost associated with group health education cl asses,
activities, and mass information programs including nedia
productions, brochures, and other publications;

(18) expense itens wthout indication of their nature or

pur pose including “other,” “m scellaneous,” and “consultation”
(19) non-arms-length transactions;

(20) legal and other costs associated with litigation between a
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provider and state or federal agencies, unless litigation is decided
in the provider's favor; and

(21) legal expenses not related to patient care.

(b) Costs allowed with limtations and conditions.

(1) Adm ni strator and coadm ni strator conpensati on. Reasonabl e
limts shall be applied by the agency based upon the current civil
service sal ary schedul e.

(2) Loan acquisition fees and standby fees. These fees shal
be anortized over the life of the loan and shall be allowed only if
the loan is related to patient care.

(3) Taxes associated with financing the operations. These
taxes shall be allowed only as anortized cost.

(4) Speci al assessnments on land for capital inprovenents.
These assessnents shall be anortized over the estimated useful life
of the inprovenents and allowed only if related to patient care.

(5) Start-up costs of a new facility.

(A Start-up costs may include the foll ow ng:

(1) St af f salaries and consultation fees subject to the
[imtations specified in paragraph (b)(1);

(i) wutilities;

(1i1) taxes;

(iv) insurance;

(v) nort gage i nterest;

(vi) enployee training; and

(vii) any other allowable cost incidental to the operation of
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the facility.

(B) A start-up cost shall be recognized only if it nmeets the
following criteria:

(1) I's incurred before the opening of the facility;

(1i) 1is related to developing the facility' s ability to provide
covered services;

(tii) is anortized over a period of 60 nonths or nore;

(tv) is consistent with the facility's federal incone tax
return and financial reports, with the exception of paragraph
(b)(5)(B)(iii); and

(v) is identified in the cost report as a start-up cost.

(6) Expenses. Each cost that can be identified as an
organi zati on expense or capitalized as a construction expense shal
be appropriately classified and excluded fromstart-up costs.

(7) Paynents nade to related parties for services, facilities,
and supplies. These paynents shall be allowed at the |ower of the
actual cost to the related party and the market price.

(8) Prem um paynents. |f a provider chooses to pay in excess
of the market price for supplies or services, the agency shall use
the market price to determne the allowable cost in the absence of a
clear justification for the prem um

(9) Job-related training. The cost of this training shall be

t he actual anmount m nus any rei nbursenent or discount received by
t he provider.

(10) Lease paynents. These paynents shall be allowed only if
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reported in accordance with the generally accepted accounting
principles appropriate to the reporting period.

(c) I nterest expense. Only necessary and accurate interest on
wor ki ng capital indebtedness shall be an all owabl e cost.

(1) The interest expense shall be allowed only if it is
established with either the follow ng:

(A Any lender or |ending organization not related to the
borrower; or

(B) the central office and other related parties under the
foll ow ng conditions:

(1) The terns and conditions of paynent of the |oans are on
arm s-length basis with a recogni zed | ending institution;

(i1i) the provider denonstrates, to the satisfaction of the
agency, a primary business purpose for the loan other than
i ncreasing the rate of reinbursenent; and

(ti1) the transaction is recogni zed and reported by all parties
for federal income tax purposes.

(2) | nterest expense shall be reduced by investnment incone
fromboth restricted and unrestricted idle funds and funded reserve
accounts, except when the income is fromrestricted or unrestricted
gifts, grants, and endownents held in separate accounts with no
comm ngling with other funds. Inconme fromthe provider's qualified
pensi on fund shall not be used to reduce interest expense.

(3) Interest earned on restricted and unrestricted industria

revenue bond reserve accounts and sinking fund accounts shall be
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of fset against interest expense up to and including the anount of
the related interest expense.

(4) The interest expense on that portion of the facility
acquisition loan attributable to an excess over historic cost or
other cost basis recognized for program purposes shall not be
consi dered a reasonabl e cost.

(d) Central office cost. This subsection shall be applicable
in situations in which the federally qualified health center is one
of several prograns or departnents adm nistered by a central office
or organization and the total adm nistrative cost incurred by the
central office is allocated to all conponents.

(1) Alocation of the central office cost shall use a | ogical
and equitable basis and shall conform to generally accepted
accounti ng procedures.

(2) The central office cost allocated to the federally
qualified health center shall be allowed only if the amunt is
reasonable and if the central office provided a service normally
available in simlar facilities enrolled in the program

(3) The provider shall bear the burden of furnishing
sufficient evidence to establish the reasonability of the |evel of
al l ocated cost and the nature of services provided by the central
of fice.

(4) Al costs incurred by the central office shall be
all ocated to all conponents as a central cost pool, and no portion

of the central office cost shall be directed to individual
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facilities operated by the provider or reported on any line of the
cost report other than the appropriate line of the central office
cost on any other line of the cost report outside of the centra
of fice cost allocation plan.

(5) Only patient-related central office costs shall be
recogni zed, which shall include the follow ng:

(A Cost of ownership or arnmis-length rent or |ease expense
for office space;

(B) utilities, maintenance, housekeeping, property tax,
i nsurance, and other facility costs;

(O enpl oyee sal aries and benefits;

(D) of fice supplies and printing;

(E) managenent consul tant fees;

(F) t el ephone and ot her nmeans of communi cati on;

(G travel and vehicl e expenses;

(H) al | owabl e adverti sing;

() | i censes and dues;

(J) | egal costs;

(K) accounting and data processing; and

(L) interest expense.

(6) The cost principles and limits specified in this regulation shall also apply to central office costs.
(7) Estimates of central office costs shall not be allowed.

(Authorized by and implementing K.S.A. 2005 Supp. 75-7412; effective P- J)



